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“Setting aside money beyond the employer’s control 
in a separate fund makes the plan a funded one—the 
first requirement of any qualified pension or profit- 
sharing plan.”
“It is important for the participants to be aware of 
their rights under the plan and to know when their 
rights have been violated or infringed.”
AUTOMATED DATA PROCESSING-PART IV
Dr. Patricia L. Duckworth, CPA 8
“Decisions on how much to buy, how much to make, 
and where to ship can be solved by the computer 
using mathematical models.”
“The computer system is economically feasible if 
larger volumes of records exist and/or if there is a 
complex processing operation.”
EDITOR'S NOTES
It is with pride that we present the women who will lead in the coming year the 
organizations that publish this magazine. They will be ably assisted by a strong 
cadre of fellow women accountants. (Their names, addresses, and assignments are listed 
on page 2 of this issue.)
THE PRESIDENTS
1970-1971
Miss Peters, ASWA Miss June, AWSCPA
Miss Antoinette M. Peters, CPA, 1970— 
1971 President of the American Society of 
Women Accountants, is a manager with 
Arthur Young & Company. Located in that 
firm’s Cincinnati office, she is in charge of its 
small business department, which she was 
responsible for establishing.
This year she, along with the other 14 
members of the National Board of Directors— 
and they represent this country geographically 
from Massachusetts—to Florida—to California 
—to Washington—to Hawaii, will lead ASWA 
and its 86 chapters. When asked to define the 
important attributes of ASWA, President 
Peters replied, “Professionalism is an in­
tangible asset which all accountants must 
possess. The American Society of Women 
Accountants, as a respected professional so­
ciety, regards this characteristic of each mem­
ber its foundation for success.” This editor 
found that quotation particularly interesting 
and appropriate when this statement was 
noted in a recent issue of her firm’s publica­
tion, The Arthur Young Journal, “A Profes­
sional is a man who can do his job when he 
doesn’t feel like it.”
Miss Peters attended Littleford-Nelson 
School of Commerce and received her account­
ing education at Xavier University Evening 
College, both in her native Cincinnati.
(Continued on page 17)
Miss Marjorie June, CPA, incoming Presi­
dent of the American Woman’s Society of 
Certified Public Accountants, is a supervisor 
with Touche Ross & Co. As a member of that 
firm’s National Accounting and Auditing staff 
in Chicago, she specializes in research and 
theory regarding current accounting, auditing, 
and reporting problems.
Asked to comment on her goals for the year, 
the new president indicated that a prime ob­
jective was “to attain realistic goals in light of 
our available resources, both in terms of 
finances and time.” She stressed the importance 
of the status of professional women in today’s 
world and expressed hope of encompassing 
more women, particularly those in localities 
where they might be the only woman CPA, 
in the activities of AWSCPA and other pro­
fessional organizations.
Miss June’s business career began in Dayton, 
Ohio, where she was an assistant comptroller 
of an industrial laundry and comptroller of a 
retail furniture store. Switching to public ac­
counting, she worked first for a local Dayton 
firm and then on the audit staff in Touche 
Ross’ Chicago office.
She has recently taken time off from an 
eight-year extracurricular activity—teaching ac­
counting in the evening division of DePaul 
University in Chicago.
(Continued on page 17)
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AN INTRODUCTION TO QUALIFIED PENSION 
AND PROFIT-SHARING PLANS
Pension and profit-sharing plans have become a major factor in today’s economy— 
both as they relate to the individual employee and to the employer. The author de­
scribes the ground rules necessary for such plans to qualify as tax-deductible 
expenses.  
Doris D. Fetyko, CPA
Chicago, Illinois
Nearly every person has some contact with 
pension and profit-sharing plans—either as a 
participant in one or as a financial adviser to 
clients who have them. This discussion is 
limited to qualified plans because most plans 
fall into this category.
Definition of “Qualified”
“Qualified” applied to a plan means that 
the plan has complied with Section 401 of the 
Internal Revenue Code. Once qualified, the 
contribution by the employer is a deductible 
expense in determining his taxable income, 
within the limitations of the Internal Revenue 
Code. Equally important, the employee has 
no tax liability for the contributions by the 
employer and the earnings on those contribu­
tions until he actually receives them or until 
such contributions and earnings or the benefits 
derived therefrom are made available to him.
Funding Requirements
Years ago, many employers who even con­
sidered paying pensions would pay them on a 
“pay-as-you-go” basis; that is, when an em­
ployee retired, his employer would look for 
the funds to pay a pension. Today, employers 
who provide a pension system for their em­
ployees set aside money for this purpose dur­
ing all or part of the employee’s working years. 
This spreads the costs over a greater period 
of time and tends to match the pension cost 
with the employee’s productivity. Further, the 
company can be reasonably sure of having 
enough money to pay the contemplated pen­
sion by the time the employee retires. These 
contributions are paid to a trust, to a custodial 
account, to an insurance company, or to any 
two or more when a combination of methods 
is used or United States Retirement Bonds 
are purchased. Setting aside money beyond 
the employer’s control in a separate fund 
makes the plan a funded one—the first re­
quirement of any qualified pension or profit- 
sharing plan. “Beyond the employer’s control” 
is the second major requirement. The employer 
must not be able to recoup the funds con­
tributed to the plan. It is acceptable, however, 
for a plan to provide that an employee, who 
is in debt to his employer at the time he 
leaves, will have his receipts from the plan 
reduced by the amount of the debt. This pro­
vision, to be applicable, must be written into 
the plan.
Knowledge of Plan
All plans must be written and communi­
cated to the employees, either in full or in 
summary form. A complete copy of the plan 
must be available for inspection. It is im­
portant for the participants to be aware of 
their rights under the plan and to know when 
their rights have been violated or infringed.
Deferred Compensation
A basic characteristic of any qualified plan 
is that it must be one of deferred compensa­
tion. In other words, the benefit payments 
DORIS DEBRI FETYKO, CPA, is an Internal Revenue Agent in the Pension and Profit Sharing 
group in the Chicago office of the Internal Revenue Service.
Mrs. Fetyko received her BS from San Diego State College and then returned to her native 
Illinois to begin her career with the Internal Revenue Service. Her husband, Paul, is also an 
Internal Revenue Agent.
A member of both ASWA and AWSCPA, Mrs. Fetyko will begin her term as president of the 
Chicago Chapter of ASWA on July 1, 1970,
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must be a reasonable payment for services 
rendered by an employee. Further, payments 
to the employee from the plan must be de­
ferred until the employee leaves the company 
or, in a profit-sharing plan, until a stated 
number of years have elapsed.
Employee Contributions
Contributions to a plan may be made by 
the employees as well as by the employer. 
Employees may even be required to con­
tribute a certain percentage of their pay in 
order to participate in the plan or they may 
have the option of contributing. In either 
case, their funds accumulate together with 
the employer’s funds without taxation on 
earnings until the time of distribution. Any 
required contribution must not operate so 
that the plan discriminates in favor of officers, 
shareholders, supervisors, or other highly paid 
employees.
Employees Covered
All bona fide employees may be included 
in the employer’s qualified plan. Partners, 
however, cannot be included with common 
law employees in a plan, except in special 
plans for self-employed individuals. Neither 
can a partner or proprietor be given credit 
for service for eligibility or benefits prior to 
the time he qualified as a common law em­
ployee. Shareholders who are bona fide em­
ployees may participate to the same extent as 
other employees as long as the plan is not 
geared in favor of shareholder-employees in 
meeting eligibility requirements or in ob­
taining benefits. An attorney, accountant, or 
other professional person may be a common 
law employee and also be self-employed from 
a part-time practice. He may still participate 
in a plan as a common law employee.
Eligibility Requirements
Plans may qualify which limit participation 
to employees who are in a specific age group, 
have been employed a certain number of years, 
work in a designated department, or meet 
other requirements provided the effect is not 
to discriminate in favor of officers, sharehold­
ers, supervisors, or other highly paid em­
ployees. A plan may have eligibility require­
ments for future employees that differ from 
those for present employees. For example, the 
requirements for participation by future em­
ployees may be five years of service and at­
tainment of age 25, but for present employees 
only one year of service and no minimum age. 
Such a dual eligibility provision is acceptable 
as long as the officers, shareholders, super­
visors, and highly paid employees are able to 
meet the more stringent requirements of five 
years of service and age 25. Plans may have 
other eligibility provisions such as a minimum 
wage. A plan may exclude employees who 
earn less than a certain amount, or it may 
provide reduced benefits for these employees 
and still qualify if the benefits under the plan 
integrate with those provided under social 
security or similar programs. To integrate, a 
plan builds its benefits on top of those pro­
vided by social security instead of in addi­
tion to those benefits. Minimum compensation 
may be at any level not in excess of the 
maximum compensation recognized for social 
security, i.e., $7,800 at present, unless the 
benefit rate is appropriately reduced for high­
er amounts.
Differences Between Pension and Profit-shar­
ing Plans
Comments up to now have applied equally 
to pension and to profit-sharing plans. The 
names “retirement plan,” “savings plan,” and 
“thrift plan” can denote either type. A look 
at the plan’s requirement for employer con­
tributions will quickly reveal the type it is. A 
contribution formula in any way dependent 
on profits is part of a profit-sharing plan. The 
reference to profits may be the requirement 
that either a certain percentage of profits as 
defined by the plan (such as 10%) or a stated 
dollar amount ($10,000 out of profits or 5% 
of compensation paid out of profits) be con­
tributed. The plan may provide for contribu­
tions out of profits to be determined annually 
by the board of directors. No contribution is 
required in any year the employer has no 
profits as defined by the plan.
A pension plan in order to provide a 
definite benefit requires a contribution without 
regard to profits. Benefits in a pension plan 
are frequently stated either as a percentage 
of compensation (30%) or a percentage of 
compensation for each year the employee is 
with the company (1% per year of service). 
Another alternative is for the employer, for 
each year the employee is in the plan, to put 
a certain percentage of pay (5%) to accumu­
late towards retirement.
A profit-sharing plan has no stated benefits, 
since contributions fluctuate with profits. In­
stead, it provides a definite formula for al­
locating contributions among the plan par­
ticipants. An allocation formula may provide 
varying benefits by taking into consideration 
years of service (1 point per $100 of com­
pensation plus 1 point per year of service). 
Variations in contributions or benefits are ac­
ceptable as long as the plan does not dis­
criminate in favor of officers, shareholders, 
supervisors, or highly paid employees.
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Benefits Other than Retirement Benefits
A qualified pension plan may provide for 
payment of ineidental death benefits through 
insuranee or otherwise and for medical benefits 
for retired employees and their spouses. It 
may not, however, provide for benefits which 
are not customarily included in a pension plan, 
such as benefits on layoff, sickness, accident, 
hospitalization, or medical benefits for active 
employees. It may also provide for the pay­
ment of benefits upon an employee separation 
or on his death. On the other hand, a profit- 
sharing plan may provide life, accident, and 
health insurance and call for commencement 
of distributions in the event of layoff.
Benefits Before Retirement
A qualified pension plan may, under certain 
circumstances, permit an employee to with­
draw his own voluntary contributions while 
still employed. Withdrawal of employer con­
tributions before termination of employment 
is not permitted in a pension plan. It is ac­
ceptable for a profit-sharing plan to provide 
for distributions to employees in the event of 
hardship or financial distress. This type of 
distribution may include not only employee 
contributions but also employer contributions 
plus increments. The amount an employee is 
entitled to receive on termination of employ­
ment depends on the various vesting provisions 
contained in the plan. The amount vested in 
an employee is the portion of his account that 
he would be entitled to receive if he quit at 
any particular time, based on his years of em­
ployment or years of participation. The pro­
visions range from complete and immediate 
vesting on entering the plan, through grad­
uated vesting based on years of service or 
years of participation (such as 10% for each 
year of participation), to no vesting until 
normal retirement. The latter is a character­
istic of pension plans rather than profit-shar­
ing plans. Plans may provide that vesting be 
ignored in the event an employee is discharged 
for cause (such as dishonesty) or, after he has 
terminated employment, enters into competi­
tion with the employer. Full vesting is re­
quired when employer contributions are com­
pletely discontinued and when the plan is 
terminated. Many plans provide an optional 
retirement age prior to normal retirement 
either with or without the employer’s consent, 
but usually with reduced benefits. A plan may 
also provide for participation of employees 
who remain in service after normal retirement 
age, as long as such provisions apply in a 
nondiscriminatory manner.
Forfeitures
What happens to amounts to which an em­
ployee is not entitled when he quits? These 
amounts, called forfeitures, will be used to 
reduce subsequent employer contributions if 
the plan is a pension plan. If it is a profit- 
sharing plan, forfeitures may either reduce 
employer contributions or be allocated to the 
remaining participants in a nondiscriminatory 
manner.
Conclusion
The above discussion has considered various 
characteristics of qualified pension and profit 
sharing plans: some characteristics which 
must be found in a plan and others which 
may be included. Whatever provisions are in­
cluded in a plan govern that plan’s operation. 
Other features which are important to em­
ployers in establishing a plan, and to their 
employees as participants of those plans, go 
beyond the scope of this introduction. Readers 
interested in these provisions, or in more tech­
nical explanations of the terms discussed, may 
wish to obtain a copy of Pension Trust 
Procedures and Guides for Qualification, IRS 
Publication No. 377, available from the Super­
intendent of Documents, Washington, D. C., 
for a nominal charge.
ANNUAL MEETING 
AMERICAN SOCIETY OF WOMEN ACCOUNTANTS
In accordance with Article XI, Section 1, of the National Bylaws of the American Society of Women 
Accountants, notice is hereby provided that the 30th Annual Meeting of the Society will be held in 
conjunction with that of the American Woman's Society of Certified Public Accountants at the New 
York Hilton Hotel, New York, New York, September 16-19, 1970. The Annual Business Meeting of the 
American Society of Women Accountants has been called for 9:00 AM, Friday, September 18, 1970.
Elenore M. Kuberske 
National Secretary, 1969-1970
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AUTOMATED DATA PROCESSING — 
PART IV-EDP
This last in a series of four articles which have been printed in 1970 describes a 
simple accounts receivable application on a computer. The author weighs the ad­
vantages and disadvantages of various data processing systems.
Dr. Patricia L. Duckworth, CPA
Denver, Colorado
In the March 1970 issue, an accounts re­
ceivable application for a punched card in­
stallation was illustrated. In this last install­
ment, the same accounts receivable applica­
tion will be discussed with a computer as the 
equipment involved.
If a computer is being used, the first steps in 
the design of the system remain unchanged. 
The card must be carefully arranged with the 
same attention given to fields that was needed 
for the punched card installation. It is still 
necessary to determine what information is to 
be recorded on the card and where this in­
formation should be placed. In addition to 
designing the card, the following procedures 
could be used.
1. A master file of accounts receivable must 
be created on some kind of external storage. 
Because all accounts are not updated daily, 
magnetic disk is usually preferable to magnetic 
tape. This is because disk has random access 
and tape has sequential access. The magnetic 
disk will be loaded to contain the customer 
number, name, address, and the present bal­
ance of the customer.
2. The detail cards are punched on the key 
punch from the information on the shipping 
order. If it is so programmed, the computer 
can multiply quantity by price, calculate dis­
counts for selected classes of customers, and 
determine appropriate city or state sales tax.
3. Detail cards are also punched for each 
cash receipt ticket. These cards must contain 
the customer account number and some code 
indicating a cash receipt.
4. At this point the procedure differs con­
siderably from a punched card installation. 
The program deck for updating the accounts 
receivable disk is placed in the hopper of the 
card reader with the data deck following it. 
The master disk containing the accounts re­
ceivable data is placed on the disk drive. The 
computer is started by the operator and, with­
out further assistance by the operator, will 
execute the program to update the accounts 
receivable.
The first step of programming is flow chart­
ing. (See Part III, page 10, of the May 1970 
issue.) Flow charting requires a complete un­
derstanding of the system, for each step—re­
gardless of how small—must be documented. 
The example on the next page shows a simple 
flow chart which might be used in this type 
of application.
In its simplest form, the program could in­
struct the computer to read a card, find the 
proper customer’s account on the disk, add 
the sales or subtract the receipts from the 
customer’s balance, calculate a new balance, 
and add the sales or receipts to the proper 
general ledger balances. After all cards are 
processed it stops. The computer could easily 
be programmed to print sales invoices or to 
write out the accounts receivable ledger (the 
contents of the disk). At the end of the month 
it could rearrange the data and print out cus­
tomers’ statements. Meanwhile, it could have 
been instructed to retain information needed 
for general ledger updating and it will retrieve 
this information on demand.
In an integrated system, the computer will 
be instructed by the program to do much 
more than update the accounts receivable 
ledger and the general ledger. It could be 
programmed to perform the following addi­
tional procedures:
1. Check the customer’s account to see if the 
customer has reached the maximum credit to 
be allowed him and, if he has, reject the order.
2. If the customer’s credit is acceptable, the 
computer can then check the inventory disk 
for the first item the customer ordered to be 
sure the inventory level is sufficient to fill the 
order. If it is not, it will backorder the product 
which is out of stock and check the next item.
3. If the computer finds that sufficient in­
ventory is available to fill the order, it could 
not only add the selling price of the product 
to the customer’s account balance and to the 
sales account, but also print a line on the sales 
invoice, delete the quantity of the product 
from the inventory file, and add the cost of
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the product to the cost of sales in the general 
ledger. It could further be instructed to check 
the new inventory level and, if it is below a 
certain predetermined level, print a purchase 
order for additional stock.
4. It could print sales invoices daily, cus­
tomer’s statements periodically, or an accounts 
receivable ledger and a detailed inventory re­
port on demand.
5. It could age accounts receivable.
Evaluation of Data Processing Systems
Alternative systems must be evaluated to 
determine which system provides the most 
effective means of meeting the requirements 
and objectives of a business. The evaluation 
will be based on speed, accuracy, and cost. At 
what speed can the various operations be ac­
complished? How accurate is the operation? 
What type of manpower is required and how 
much does it cost? What type of equipment 
is required and how much does it cost?
If the number of records are small and the 
processing of data simple enough, a manual 
system can produce data more economically 
and even faster than a system requiring the 
use of expensive equipment.
If the number of records are high or proc­
essing operations are complex, a punched card 
system is rated second to the computer in 
speed and accuracy. Fewer people are re­
quired to operate the system than a manual 
system, but the equipment is more expensive. 
“In general, a punched-card system is used 
when the file maintenance and output require­
ments of a system are neither large enough 
9
nor complex enough to justify a costly com­
puter operation, but are nevertheless such that 
they demand faster and more accurate per­
formance than can be done by manual tech­
niques.”13
13 Beryl Robichaud, Understanding Modern 
Business Data Processing (New York, New York: 
McGraw-Hill Book Company, 1966), p. 179.
If the volume of records is large or the 
processing complex, a computer can perform 
operations at far faster speeds and with much 
greater accuracy than can any other system. 
Although a computer requires less manpower, 
the manpower required to support the com­
puter operation is normally in higher salary 
brackets. Equipment cost is much higher. The 
computer system is economically feasible if 
large volumes of records exist and or if there 
is a complex processing operation.
In addition to the record keeping applica­
tions (payroll, billing, and other accounting 
applications), the computer can help manage­
ment make decisions about current and future 
problems. Decisions on how much to buy, 
how much to make, and where to ship can be 
solved by the computer using mathematical 
models.
Summary
Every operation that can be done manually 
can be done faster with punched card equip­
ment and faster yet with electronic equip­
ment. Electronic equipment is more accurate 
than either a manual system or a punched 
card system. Less manpower is required for a 
punched card system than a manual system, 
and less manpower yet for a computer sys­
tem. However, the manpower for a computer 
system is usually in higher salary brackets. 
Equipment is more expensive for punched 
card systems than manual and is much more 
costly for an electronic system than either of 
the other systems. Whether a manual, me­
chanical, or electronic system is best for a 
particular business depends on which system 
is the most effective in meeting the require­
ments of the specific business.
ANNUAL MEETING 
AMERICAN WOMAN'S SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
In accordance with Article V, Sections 1 through 4, of the Bylaws of the American Woman's Society 
of Certified Public Accountants, notice is given that the Annual Meeting of the Society will be held at 
1:45 PM on Saturday, September 19, 1970, in the New York Hilton Hotel, New York, New York.
Doris A. Welch, CPA 
Secretary, 1969-1970
CAREER LITERATURE AVAILABLE
The pamphlets listed below are appropriate for distribution to stu­
dents or for inclusion in packets for Career Days. These have been 
produced by the publishers of this magazine and may be ordered 
from their headquarters.
(allow three weeks for delivery) 
ORDER FROM:
1. WHY NOT CHOOSE ACCOUNTING? $3.00 per 100
2. TO BE OR NOT TO BE A CPA .10 per copy
3. MAPPING YOUR FUTURE?
Quantity Discounts on No. 2 and No. 3 
10-49 10%
50-99 20%
100 or over 30%
.15 per copy
Miss Beatrice Langley, Executive Secretary 
National Headquarters




Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois
(In this issue I have departed from my usual 
practice of reporting significant accounting de­
velopments to discuss some aspects of auditors’ 
reports. I hope that the discussion will be use­
ful to many of the columns readers.)
When financial statements purport to present 
financial position and results of operations in 
accordance with generally accepted account­
ing principles, generally accepted auditing 
standards require the independent auditor to 
express an unqualified opinion, a qualified 
opinion, or an adverse opinion on the fairness 
of presentation of the financial position and 
results of operations portrayed, or to disclaim 
an opinion. Limitations in the scope of an 
auditor’s examination and the existence of un­
certainties in financial statements involve the 
question of disclaimers of opinion versus 
qualified opinions. Deviations from generally 
accepted accounting principles and inadequate 
disclosure involve the question of adverse 
opinions versus qualified opinions.
Limitations in Scope
Limitations in the scope of an auditor’s ex­
amination may result from inadequate records, 
unsatisfactory internal controls, or instructions 
from the client that generally accepted auditing 
standards should not be applied in the ex­
amination of certain accounts. When a scope 
limitation is present, the auditor must con­
sider the nature of the limitation, the existence 
of circumstances permitting the effects on the 
financial statements of the limitation to be 
evaluated, and, when such effects can be 
evaluated, the materiality of the effects on 
the financial statements.
If the pervasiveness of the limitation in 
scope is such that an auditor cannot evaluate 
the materiality of the effects of the limitation 
in scope on the financial statements, a dis­
claimer of opinion would be given. This is 
because the auditor is unable to meet the 
second field standard of generally accepted 
auditing standards, that is, the auditor is un­
able to obtain sufficient competent evidential 
matter to afford a reasonable basis for ex­
pressing an opinion on the financial statements 
as a whole.
Thus, when inadequate records or unsatis­
factory internal controls exist throughout a 
business, a disclaimer of opinion would ap­
pear always to be required. A disclaimer of 
opinion would also appear to be required 
when the item which is not audited in ac­
cordance with generally accepted auditing 
standards is one that interacts with other items 
in such a manner that the scope limitation 
relating to it is in effect a scope limitation on 
other items in the financial statements.
For example, a client’s refusal to allow an 
auditor to confirm accounts receivables which 
are material in relation to the client’s financial 
position and results of operations may act as a 
restriction on the auditor’s examination of the 
client’s inventory. This is because the auditor’s 
inability to obtain satisfactory assurance from 
independent parties that the chain of events 
is as portrayed in the financial statements may 
cause the auditor to have unresolvable doubts 
concerning the client’s title to its inventory.
A qualified opinion would appear to be 
appropriate when the inadequate records, un­
satisfactory internal controls, or the client-im­
posed restrictions relate to only one item in 
the financial statements and the affected item 
is not an overly significant element in de­
termining the company’s financial position and 
results of operations. An example of an area 
where the presence of inadequate records or 
unsatisfactory internal controls might not af­
fect the financial statements to the extent that 
a disclaimer would be necessary might be 
property, plant, and equipment. This, of 
course, would depend upon the nature of the 
company’s investment in property, plant, and 
equipment.
For example, companies specializing in the 
furnishing of services, such as law firms, do 
not generally have as much of their assets 
invested in property, plant, and equipment as 
they do in receivables. Thus, the presence in 
such companies of inadequate records or un­
satisfactory internal controls for property, 
plant, and equipment might not affect their 
financial statements to the same extent as 
would the presence of inadequate records or 
unsatisfactory internal controls for property, 
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plant, and equipment in a manufacturing 
company.
An example of a client-imposed restriction 
that might not affect the financial statements 
to the extent that a disclaimer would be neces­
sary would be the absence of an examination 
of evidence supporting the realizability of an 
investment or the adequacy of an allowance 
for losses on receivables. In these cases, the 
losses cannot exceed the amounts at which the 
assets are shown in the financial statements. 
Thus, the maximum effects of the losses can 
be determined and their materiality measured 
in relation to the company’s overall financial 
position and results of operations.
Uncertainties
Financial statement uncertainties may arise 
from the existence of lawsuits, renegotiation 
proceedings, doubt as to the recoverability of 
capitalized costs (including investments in 
property, plant, and equipment or in receiv­
ables), unwaived violations of restrictions 
under loan agreements, and disputed tax as­
sessments, to name a few items.
When such uncertainties are present, an 
auditor must weigh the effects of their resolu­
tion in deciding on the type of opinion to 
render. Because of the impossibility of quan­
tifying the effects of the resolution of such 
uncertainties, auditors seem to usually issue 
qualified opinions in these circumstances un­
less the effects of the resolution of the uncer­
tainties could be such as to affect the com­
pany’s ability to continue in operation.
If the auditor thinks that resolution of the 
uncertainty may affect the company’s ability to 
continue in operation, a disclaimer of opinion 
is often issued. Because the auditor cannot 
do so, the auditor does not have to decide 
whether resolution of the uncertainty will af­
fect the company’s ability to continue in op­
erations. The auditor merely has to decide 
whether resolution may.
Such disclaimers are frequently referred to 
as a “going-concern’’ disclaimer. There are 
various views in the profession as to whether 
this disclaimer should apply only to financial 
position or whether it should also apply to 
results of operations.
Generally Accepted Accounting Principles
When financial statements contain transac­
tions not accounted for in accordance with 
generally accepted accounting principles, the 
auditor must evaluate the extent to which the 
deviation affects the financial statements.
When the effects of a transaction not ac­
counted for in accordance with generally ac­
cepted accounting principles pervade the 
financial statements, an adverse opinion would 
be given. An example of such a situation 
might be the presentation by a parent com­
pany in consolidated financial statements of 
its investment in an unconsolidated leasing 
subsidiary at cost or equity, in view of the re­
quirement of APB Opinion No. 10 that such 
subsidiaries be consolidated.
In this case, the financial statements 
ordinarily would not be a fair presentation in 
accordance with generally accepted account­
ing principles even if the effects of the devia­
tions from generally accepted accounting 
principles on net assets and net income are not 
material. This is because the terms “financial 
position” and “results of operations” refer to 
the fairness of presentation of each of the 
items in the financial statements in relation to 
the whole and not just to the fairness of 
presentation of net assets and net income. 
When the effects of a transaction not accounted 
for in accordance with generally accepted ac­
counting principles do not pervade the financial 
statements, a qualified or adverse opinion, 
depending upon the materiality of the effects 
of the deviations on the financial statements 
should be given.
Examples of transactions not accounted for 
in accordance with generally accepted ac­
counting principles where the effects on the 
financial statements would appear to be de­
terminable so that a decision can be made as 
to whether a qualified or adverse opinion 
should be given are:
1. Investments in domestic subsidiaries ac­
counted for in consolidated financial 
statements at cost rather than at equity, 
as required by APB Opinion No. 10.
2. Fixed assets carried at appraised values 
rather than cost.
3. Deferred compensation contracts ac­
counted for on a pay-as-you-go basis 
rather than over the employee’s active 
service life (or the transition period of 
ten years if the remaining term of active 
employment is less than ten years as 
permitted by APB Opinion No. 12).
4. Deferred income taxes not provided for 
timing differences, as required by APB 
Opinion No. 11.
5. Lease contracts meeting the capitaliza­
tion requirement of APB Opinion No. 5 
not capitalized.
6. Indicated losses or expenses not provided 
for.
It has been said that when the effects of a 
deviation from generally accepted accounting 
principles are disclosed, it is unnecessary for 
an auditor to render an adverse opinion be- 
(Continued on page 17)
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TAX FORUM
ANNE D. SNODGRASS, CPA, Editor 
Texas Instrument Incorporated 
Dallas, Texas
One of the areas of the Internal Revenue 
Code which is substantially changed by the 
Tax Reform Act of 1969 is Section 170 which 
provides for deductions for charitable con­
tributions. For conscientious tax planners the 
new provisions will require some in-depth 
study during 1970. The House Ways and 
Means Committee reviewed carefully the tax 
returns of a few wealthy persons who were 
paying little or no tax and found that Section 
170 offered a primary opportunity for the 
avoidance of tax. In order to correct this situa­
tion, the amendments eliminate the unlimited 
charitable contribution deduction and cut 
down drastically on the availability of deduc­
tions for the full fair market value of donated 
property which has appreciated in value.
Unlimited Charitable Deduction
Under the prior law an unlimited charitable 
deduction was allowed in certain circum­
stances. In order to qualify, the taxpayer’s 
charitable deductions for the past eight out of 
ten taxable years, plus his income taxes, must 
have exceeded over 90 percent of his taxable 
income. The qualifying contributions must 
have been made to publicly supported orga­
nizations such as churches, schools, hospitals, 
and other organizations supported primarily 
from public and governmental sources. The 
new law (Sec. 170 (b) (1) (C)) eliminates 
this unlimited deduction for taxable years 
beginning after December 31, 1974. The 
deductions allowed during the five-year 
phase out are gradually reduced down to a 
maximum deduction of 50 percent of the tax­
payer’s adjusted gross income.
Fifty Percent Maximum Deduction
All taxpayers will be allowed a maximum 
50 percent deduction for charitable contribu­
tions under the new provisions in lieu of the 
30 percent maximum deduction which has been 
previously available. The new 50 percent rule 
applies to gifts to public charities (churches, 
schools, etc.), and also applies to donations to 
the following types of private charities which 
were not included under the old 30 percent 
rule:
(1) A private operating foundation.
(2) A private nonoperating foundation 
which distributes all contributions re­
ceived to public charities within 2½ 
months after each year end, and
(3) A community foundation.
This requires a few definitions. A private 
operating foundation is one which spends its 
income directly for the charitable purposes for 
which it was organized. This is defined under 
the new provisions relating to private founda­
tions in new Section 4942(j) (3). The House 
Committee Report indicated that a private op­
erating foundation must spend at least 85 per­
cent of its income directly for its charitable 
purpose. Additional requirements are that over 
half (the House suggests 65 percent) of the 
foundation’s assets must be devoted to its 
charitable activities, or the foundation’s sup­
port must come from at least five independent 
exempt organizations or from the public, or 
the foundation must have an endowment 
which provides sufficient income to cover two- 
thirds of current operating expenses. If you 
just got lost, do not despair—so did the writer. 
Number one, there is an income requirement, 
and number two, there is one of three other 
alternative requirements, one relating to use 
of assets, one relating to support, and one 
relating to endowment to cover expenses. The 
reason for this complicated set of requirements 
was to bring within the public charity rules 
some special organizations which operate for 
the benefit of the public, but were originally 
established as private foundations, and, in 
addition, include within their activities in­
come-producing operations. Examples are in­
cluded in the House and Senate Committee 
reports—Callaway Gardens, a horticultural and 
recreational area for public use; Colonial 
Williamsburg, which includes facilities for the 
public; and Jackson Hole, where businesses 
related to the public parks are operated. These 
three organizations meet both the income and 
asset tests. The definition of a private operat­
ing foundation is much more important in de­
termining those foundations which will be 
subject to sanctions under the new laws re­
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lating to taxation of private foundations than 
it is in the present context. However, philan­
thropists will have some difficult decisions to 
make during 1970 if they wish to successfully 
protect their tax-motivated gifts.
A private nonoperating foundation is self- 
explanatory provided everything that is not a 
private foundation in the first place is ad­
equately defined. So far, there has been little 
indication that this is possible. However, for 
the purposes of the 50 percent maximum 
deduction limitation, the average taxpayer can 
safely assume that any foundation which dis­
tributes everything it receives within 2½ 
months after the year end to organizations 
which are clearly publicly supported is safe. 
But the taxpayer better assure himself that the 
foundation is indeed distributing such receipts 
to organizations which cannot, under any 
circumstances, be defined as anything but a 
public charity.
A community foundation is one that pools 
its contributions into a common fund. A con­
tributor can designate the charity which is to 
receive his contribution. The income from the 
common fund must be distributed within 2½ 
months after the taxable year in which it is 
realized. Please note that this is not a require­
ment that all the contributions received be so 
distributed, but only that the income earned 
by the common fund be distributed. A com­
munity foundation is not adequately defined 
in the Committee reports which accompany 
the Tax Reform Act. Other writers on the 
Tax Reform Act have rather glossed over it. 
A community foundation is described in Code 
Section 170(b) (1) (E) (iii), which refers to 
Code Section 509(a)(3). For those in the 
know, a contribution to such an organization 
does qualify for the 50 percent limitation.
Exceptions to the Fifty Percent Deduction
An important exception to the 50 percent 
ceiling is the treatment of donations of ap­
preciated property which, if sold, would result 
in long-term capital gain. Deductions for this 
type of property donations cannot exceed 30 
percent of the taxpayer’s adjusted gross in­
come unless the taxpayer elects to recognize 
the appreciation by reducing his deduction in 
the manner described below. This is a very 
complicated provision; without regulations, it 
is almost impossible to explain accurately. 
Section 170(b) (1) (D) provides that the total 
amount of contributions of such appreciated 
property which may be taken into account 
shall not exceed 30 percent of the taxpayer’s 
contribution base (adjusted gross income be­
fore contributions). For purposes of this sub­
section, contributions of capital gain property 
“to which this paragraph applies shall be taken 
into account after all other charitable con­
tributions.” This seems to indicate that if any 
appreciated property is contributed, the 30 
percent limitation shall apply to the taxpayer’s 
entire contribution even though the appreciated 
property may be an immaterial portion of total 
contributions. This does not seem logical. But, 
it is conceivable that a taxpayer cannot use 
up his 30 percent limitation in appreciated 
property and still give cash donations of an 
additional 20 percent of his contribution base. 
He will therefore be required to plan carefully 
for cash and property contributions.
The other exception to the 50 percent rule 
applies to gifts to private foundations. These 
gifts are limited to 20 percent of the taxpayer’s 
contribution base. Under the prior law tax­
payers could contribute up to 20 percent of 
their contribution base to private foundations; 
if they contributed an additional 10 percent 
to public charities, a total 30 percent deduc­
tion was available. This appears to be the 
same under the 1969 law, except that an addi­
tional 30 percent can be given to public 
charities provided there is not appreciated 
property involved in the additional 30 per­
cent. Unless, of course, the taxpaver wishes to 
take advantage of the election to limit his 
deduction with respect to appreciated property 
in order to get the 50 percent maximum. 
Other charities which do not qualify under the 
50 percent maximum deduction rule are war 
veterans’ and fraternal organizations.
Contributions of Appreciated Property
Prior law permitted a deduction with 
respect to charitable gifts of propertv equal 
to the fair market value of the property 
donated. The only exception to this rule was 
the requirement that the deduction be 
reduced by the amount of depreciation which 
would have been subject to the recapture 
rules of Sections 617, 1245, and or 1250 in 
the event the property had been sold by the 
taxpayer. Under these provisions, the taxpayers 
in the higher brackets could realize a higher 
after-tax profit through the donation of prop­
erty which, if sold, would give rise to ordinary 
income than if he sold the property and paid 
the income tax which would be assessed on the 
gains.
The Tax Reform Act limits substantially the 
benefits which have been available. In the 
first place, a contribution of property which, 
if sold, would result in ordinary income can 
be deducted only to the extent of the tax­
payer’s basis in the property under amended 
Section 170(e)(1)(A). This would include 
gifts of inventory items, capital assets which 
have been held for less than six months, and 
works of art, collections of papers, and other 
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tangible personal property of this type which 
is still in the hands of the original creator or 
his heirs or assigns. If depreciable property is 
contributed and the sale of such property 
would have resulted in ordinary income due 
to the requirements of Sections 617, 1245, 
and 1250 to recapture excess depreciation, the 
charitable contribution deduction is limited to 
the fair market value of the property on the 
date of the gift reduced by the amount of 
such excess depreciation.
Charitable contributions of capital assets 
which would result in long-term capital gain, 
if sold, are deductible at fair market value, 
except for the following types of gifts:
(1) Gifts of tangible personal property 
where the use by the donee is unrelated 
to its charitable purposes or functions. 
For example, a gift of a piece of 
sculpture would be related to the 
charitable purpose or function of an 
art museum but not to the function of 
a symphony society. In other words, if 
the property is to be sold by the donee 
to provide funds for the carrying out 
of its functions, the full fair market 
value cannot be deducted.
(2) Gifts of any type of property to private 
foundations which are not operating 
foundations or to those private founda­
tions which do not distribute all of 
their contributed receipts within 2½ 
months after the close of their taxable 
year. These private foundations which 
are the exception to the general rule 
are defined above.
(3) Any other gifts of appreciated property 
which the taxpayer elects to qualify 
under the 50 percent maximum rule 
rather than 30 percent maximum rule.
The amount of the deduction in the case of 
the above-enumerated cases cannot exceed 
the taxpayer’s basis in the property plus 50 
percent of the appreciation or, in the case of 
corporations, 37½ percent of the appreciation. 
Section 170(e)(1)(B) states this rule in the 
opposite manner, providing that the deduc­
tion based on fair market value shall be re­
duced by 50 percent of the appreciation (or 
in the case of corporations, 62½ percent). The 
result is the same.
This is going to impact substantially the 
ability of charitable organizations to raise 
funds through society auctions and sales of 
lottery tickets on donated prizes. One of the 
increasingly popular schemes of fund raising 
which has evolved from the prior provisions 
with respect to appreciated property is the 
society auction. Merchants donate some of 
their more valuable merchandise because they 
can contribute to a community-wide fund 
raising project and, as a result of the favorable 
tax treatment under the old law, they come 
out money ahead. In addition, many of the 
patrons of the charities which were being 
supported by such auctions would contribute 
valuable works of art, antiques, and other 
items of tangible personal property which 
would be capital assets in their hands provided 
they were not the creators of such items. The 
organization which sponsors such an auction is 
usually exempt from tax under Sec. 501(c) (3) 
of the Code. The proceeds from the auction 
are funneled to specific civic organizations 
such as the symphony, the theater, or the 
opera. Under the tax reform act, none of the 
merchandise or assets will qualify for a deduc­
tion of full fair market value. Inventory items 
donated by merchants can be deducted only 
to the extent of the taxpayer’s basis. Even 
items which are capital assets in the hands of 
the donors will receive less favorable tax 
treatment under the new law, because the 
property will not be related to the charitable 
purpose or function of the organization to 
which it is donated. Although the regulations 
could refute this interpretation, it appears that 
the object must be used directly by the 
charitable organization in order to qualify for 
the more favorable tax treatment. In other 
words, a painting must be hung in the art 
museum, not sold to raise funds for the art 
museum. Under these provisions, the taxpayer­
donor is no better off than he would be if he 
had contributed cash, unless the free adver­
tising he receives during the promotion of the 
function helps to overcome the less favorable 
tax consequences.
These provisions are effective for gifts made 
after December 31, 1969, regardless of the 
taxable year of the taxpayer. There is one 
exception to this effective date, and that re­
lates to the donations of letters, memorandum, 
and similar property made after July 25, 1969.
In connection with the exception just 
noted, it is important to give some considera­
tion to the changes in Sec. 1221(3) of the 
Gode, which defines property which is not a 
capital asset. This section originally covered 
copyrights and literary, musical, and artistic 
compositions which are in the hands of the 
person whose personal efforts created such 
property. The Tax Reform Act adds to this 
definition letters and memorandum which are 
in the hands of a taxpayer who created them, 
or in the hands of a taxpayer for whom the 
property was created or produced. None of 
the property included under Sec. 1221(3) 
can be deducted at its fair market value. By 
definition it is the type of property which, if 
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sold, results in ordinary income. Even though 
it is related to the exempt purposes or func­
tions of the donee, it will not be eligible for 
the more favorable treatment because it is not 
capital gain type tangible personal property.
The problem under the Tax Reform Act is 
determining if all property described in the 
above-mentioned section is subject to the 
July 25, 1969, date or just that property 
which was added by Act Sec. 514. The Senate 
Committee originally set the effective date for 
cutting off this type of gift at December 31, 
1968. Their report implies that the early date 
was to apply only to gifts of letters and 
memorandum which were the subject of the 
amendment to Sec. 1221(3). However, the 
Act itself is worded in such a manner that it 
might cover gifts of all property included in 
Sec. 1221(3) as amended. The better view 
may be that the July 25 date applies only to 
letters and memorandum which were the sub­
ject of Act Section 514. The Conference Com­
mittee did not comment on this, so you are 
referred to Act Sec. 201(g)(1)(B) for your 
own conclusion.
The reasoning used by the House in origi­
nally proposing the limitation on gifts of 
property of this type is worthy of comment. 
The Committee reported that these items are 
very difficult to value and are frequently over­
valued for purposes of tax return deduction. 
If the fair market value is difficult to determine, 
the taxpayer’s basis, when he is the creator 
of tangible personal property, may be nearly 
impossible. This provision should effectively 
end the donation of valuable manuscripts, 
works of art, letters, and so on to universities, 
libraries, and museums. It is difficult to 
imagine a practice so gross that a remedy so 
devastating is required. Who would have 
guessed that the world was that full of creative 
people?
Bargain Sales to Charity
Another ploy used by high-bracket taxpayers 
owning property which has appreciated in 
value was the bargain sale to a charitable 
organization. In this type of transaction, the 
taxpayer sells the appreciated property to the 
charitable organization for less than the fair 
market value (usually his basis) and deducts 
the difference between the selling price and 
the value as a charitable contribution. The 
new law restricts this to some extent but does 
not eliminate the entire benefit. Under the 
new law it will be necessary to allocate the 
tax basis of the property subject to the bargain 
sale between the portion sold and the portion 
contributed. This provision is to be imple­
mented by regulations, but under the House 
Committee report it was contemplated to work 
as follows. The taxpayer has a capital asset 
with a tax basis of $12,000, and he sells it to 
a charitable organization for $12,000. The 
fair market value is actually $20,000. The 
ratio of the selling price to the fair market 
value is 60 percent. Applying this ratio to the 
tax basis gives the taxpayer an adjusted tax 
basis of $7,200. The difference between his 
new basis and the selling price is $4,800 which 
he reports as a capital gain. He is still able to 
deduct as a charitable contribution $8,000, 
the difference between the fair market value 
and the selling price. This provision, which is 
included in Sec. 170(e)(2), is effective for 
sales made after December 19, 1969.
Gifts of the Use of Property
Under the prior law, a taxpayer could 
donate to a charitable organization the use of 
a portion of a piece of property, for example, 
the use of a part of a building. He could then 
deduct the fair market value of the rental 
which he would have received had he been 
renting it to a commercial organization. The 
effective result of this was to give him a double 
deduction because he did not have income 
with respect to this portion of the building, 
and he was also allowed a deduction for the 
income he didn’t have. The tax reform act 
takes care of this by denying deductions for 
contributions after July 31, 1969, of less than 
an entire interest in the property. Exempted 
from this provision is a contribution of a re­
mainder interest in a personal residence or 
farm and a transfer of an undivided interest 
in a piece of property. The new rules are in­
cluded in amended Sec. 170(f)(3).
Carryovers
A five-year carryover of contributions in 
excess of the 50 percent limitation (or 30 per­
cent limitation in the case of capital gain 
property) is allowed under amended Sec. 
170(d). There is no carryover allowed with 
respect to contributions to private foundations 
and other organizations which come under the 
20 percent limitation. It is therefore very im­
portant for the taxpayer to plan his contribu­
tions very carefully. Any contributions to a 
20 percent type organization will be lost for­




(Continued from page 12)
cause disclosure of the effects lets a reader 
adjust the financial statements to conform with 
generally accepted accounting principles. Such 
reasoning does not appear to be in accordance 
with professional reporting standards.
Because materiality determinations are nec­
essarily subjective decisions and there is not 
at present very much in accounting literature 
to help the auditor in arriving at a decision, 
this reporting requirement may result in 
qualified and adverse opinions being rendered 
under similar circumstances by different 
auditors.
Inadequate Disclosure
When financial statements do not contain 
adequate disclosure as required by the third 
reporting standard of generally accepted 
auditing standards, the auditor must again 
evaluate the extent to which the absence of 
disclosure affects the fairness of presentation 
of the financial statements. When the effects 
of non-disclosure pervade the financial state­
ments, an adverse opinion should be rendered. 
An example of such a situation would be the 
presence in financial statements of extensive 
inter-company transactions without disclosure 
of their amount.
EDITOR’S NOTES
(Continued from page 4)
Miss Peters
Her accounting career began as a cost ac­
countant in industry. As did Miss June, she 
decided to become a CPA and worked with 
local Cincinnati public accounting firms be­
fore joining Arthur Young.
Miss Peters has served ASWA nationally as 
treasurer, vice president (for three terms), 
and president-elect. Locally, she has served 
her Cincinnati Chapter in numerous positions 
since she became a member in 1956, including 
being its president in 1961-62. In addition to 
speaking to high school career days in the 
Cincinnati area, Miss Peters has been on pro­
grams at joint annual meetings of the two 
societies and at ASWA regional conferences.
In addition to her ASWA membership, the 
new president is a member of AICPA, 
AWSCPA, and the Ohio Society of CPAs, of 
which she has been vice chairman of its pub­
licity and public relations committees.
An avid traveler (she admits to attending 
many ASWA chapter meetings), she joins the 
AWSCPA president in a love for baseball, 
her loyalties being tied strongly to the Cin­
cinnati Reds.
An adverse opinion is required because the 
nature of the information not provided is so 
basic to a fair presentation of the company’s 
financial position and results of operations in 
accordance with generally accepted account­
ing principles that a user must have it to 
intelligently use the financial statements. When 
the effects of the absence of disclosure do not 
pervade the financial statements, a qualified 
opinion on the financial statements should be 
given, provided the possible effects of the 
resolution of the situation not disclosed are 
not so material as to prevent the auditor from 
forming an opinion on the overall fairness of 
presentation. A qualified opinion is appropriate 
because the absent information would not be 
so basic to a fair presentation of the com­
pany’s financial statements that a user could 
not intelligently use the financial statements 
in its absence.
Unqualified Opinions
When none of the above conditions exist 
and the accounting principles used have been 
consistently applied, an independent ac­
countant will issue an unqualified opinion. 
Such an opinion does not mean that every 
item in the statements is 100% correct. Rather 
it means that on an overall basis the financial 
statements present fairly the entity’s financial 
position and results of operations in conformity 
with generally accepted accounting principles.
Miss June
Miss June has a BSBA in marketing from 
Miami University (Ohio) and a MBA in ac­
counting from Indiana University.
Prior to accepting the presidency of 
AWSCPA, Miss June served as a director for 
two years, secretary, and vice president (two 
years) and was AWSCPA’s representative to 
the Accounting Careers Council. She is a 
Trustee of the AWSCPA Educational Founda­
tion and a member of the Chicago Chapter of 
ASWA, as well as AICPA and the Illinois and 
Ohio Societies of CPAs. She is a member of 
the professional development committee of the 
Illinois Society.
Miss June has had two articles published in 
this magazine and has been a speaker at an 
ASWA-AWSCPA joint annual meeting and at 
career days in Chicago high schools.
President June has recently been appointed 
a Director and Assistant Treasurer of Metro­
politan Y.W.C.A. of Chicago.
As does her counterpart in ASWA, Miss 
June lists traveling as a favorite hobby and 
follows closely the National League baseball 





DR. MARIE E. DUBKE, CPA, Editor 
Memphis State University 
Memphis, Tennessee
“AN ANALYSIS OF REAL ESTATE IN­
VESTMENT STRATEGIES UNDER THE 
NEW TAX LAW,” Stefan F. Tucker, THE 
JOURNAL OF TAXATION, Volume 32, 
No. 3, March 1970.
The Revenue Act of 1969 is the subject of 
extensive analysis in the March 1970 issue of 
THE JOURNAL OF TAXATION. Many areas 
of interest, such as tax planning under the 
Act’s anti-conglomerate provisions, or working 
with the new rules affecting multiple corpora­
tions, the investment credit, installment elec­
tions, private foundations and Subchapter S 
corporations, are covered in ten separate 
articles. Included are an evaluation of the 
changes affecting personal tax planning and an 
examination of restrictions affecting nonquali­
fied employee benefit plans, as well as an 
analysis of administrative changes.
Of particular interest is the article, “An 
Analysis of Real Estate Investment Strategies 
Under the New Tax Law,” by Stefan F. 
Tucker.
Mr. Tucker analyzes in some detail several 
provisions of the new law which have a gen­
erally adverse effect on commercial real estate 
investments. The new provisions restrict the 
use of certain accelerated methods of deprecia­
tion and may increase depreciation recapture 
on the sale of such property. On the other 
hand, Mr. Tucker points out that the tax 
benefits available for residential rental property 
are maintained or increased. A building is re­
garded as residential rental property if 80% 
or more of the rental income it produces is 
derived from nontransient dwelling units. The 
author notes that the 80% test is to be applied 
each year. Accounting complexities may arise 
from a provision which allows changes from 
one method of depreciation to another, based 
on the current results of the 80% test. (These 
changes are not considered to be changes of 
accounting method requiring prior approval 
of the Commissioner.)
Also excepted from the new restrictive de­
preciation provisions are pre-July 25, 1969, 
acquisitions of commercial real estate, includ­
ing property on which construction was begun 
or for which binding written contracts were 
entered into before the critical date. Various 
problems in ascertaining the starting date of 
construction or the qualifying status of a con­
tract are discussed by the author.
Mr. Tucker believes that, despite the signif­
icant impact of the Tax Reform Act on real 
estate investment, “. . . there will remain sub­
stantial impetus to invest in real estate con­
struction, since at least 150% declining balance 
depreciation will remain available for all new 
construction. . . .” Also, certain areas of in­
vestment are provided with new tax incentives. 
The author states that publicly-assisted hous­
ing programs which provide only a 6% rate of 
return to investors may now receive favorable 
tax treatment. Qualified projects (Sec. 1250 
property constructed before 1975 with a 
mortgage insured under certain sections of the 
National Housing Act, etc.) generally will be 
subject to the pre-1970 depreciation recapture 
rules. In contrast, other residential rental 
properties will be subject to a revised computa­
tion resulting generally in a somewhat higher 
recapture and non-residential properties will 
be subject to a computation which eliminates 
entirely the reducing “applicable percentage” 
and substitutes a level 100% recapture of ex­
cess depreciation.
A new type of depreciation deduction is 
allowed for rehabilitation expenditures on 
qualified housing projects. Expenditures com­
ing under the definitions may be depreciated 
(straight-line) using a useful life of 60 months 
and no salvage value. But, such depreciation 
is subject to recapture under the same new 
rules now applicable to nonqualified residential 
rental properties (rather than under the old 
rules applicable to regular depreciation of 
qualified housing projects).
Mr. Tucker expresses the opinion that 
“. . . the greatest impact of the Tax Reform 
Act on real estate is in the recapture area.” 
Generally, with exceptions for residential rental 
properties and qualified housing projects, full 
recapture of post-1969 excess depreciation 
will occur when properties are sold at a gain 
at least equal to the depreciation. The author 
believes that this effect could bring about a 
slowdown in real estate transfers, in line with 
the desire of the tax-writing committees.
Other areas of interest investigated by the 
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author include the effect of depreciation on 
the computation of accumulated earnings and 
profits. Under the new law, a corporation must 
reflect depreciation in earnings and profits 
only on a straight-line basis, regardless of de­
preciation methods used in computing taxable 
income. This change reduces the probabilities 
that real estate investment corporations (and 
other corporations) will pay tax-free dividends. 
The author notes further that the subsequent 
gains on sale of properties so involved are to 
be carried to earnings and profits in an amount 
consistent with this treatment.
A bit of added relief is available under a 
revision of the rules dealing with deferment 
of gain on involuntary conversions. Formerly, 
the specified time period for replacement of 
property was one year from the close of the 
year of conversion. Now a two year period 
has been made available for conversions which 
occured after December 30, 1969, the date of 
enactment of the Tax Reform Act.
All of the tax law changes discussed by Mr. 
Tucker may have significant effects on the 
positions of those persons involved in real 
estate investment, who comprise a sizable 
segment of our taxpayers. For this reason, the 
excellent review provided by the author should 
be of wide interest.
Dr. Virginia R. Huntington 
Arizona State University
“ACCOUNTING AND ITS BEHAVIORAL 
IMPLICATIONS,” Edited by William J. 
Bruns, Jr. and Don T. DeCoster; McGraw- 
Hill Book Co., New York, 1969; 350 pages, 
$7.95 (cloth-cover), $4.95 (soft-cover).
There has been a tremendous growth of in­
terest in the area of behavioral accounting dur­
ing the last decade, and this book of readings 
is designed to acquaint the reader with a 
sample of recent works in the field. One of the 
stated objectives of the editors in preparing the 
book was to encourage others to study be­
havioral accounting, a relatively new area of 
interest within the much broader field of ac­
counting. They have, therefore, raised this 
question: “Does the traditional accounting 
function under-utilize knowledge about man 
and, if so, what can be done about it?”
The book considers the impact of the pro­
cesses of measuring and reporting on people 
and organizations. Behavioral accounting asks 
what effect the accounting process has upon 
individual and collective behavior and how this 
effect can be altered by changes in the manner 
in which the accounting function is carried out.
Forty excellent articles are made available to 
the reader on such topics as the following: 
human relations and the nature of man; ex­
istentialism for the businessman; the business­
man and the application of Christian prin­
ciples; behavioral assumptions of management 
accounting; the role of the firm’s accounting 
system for motivation; the effects of accounting 
alternatives on management decisions; the be­
havioral effects of audits; communication 
through accounting; budgeting and employee 
behavior, human factors in systems design; and 
the measurement of human resources. In a con­
cluding chapter, the need for research in be­
havioral accounting is summarized, and this 
statement is made: “If the behavioral scientists 
are right, the profession of accounting is going 
to change rapidly in the near future, and the 
research opportunities available are almost un­
limited.”
For the busy accountant, whose time is 
limited, this book will prove a worthwhile in­
vestment and should provide the reader with 
at least an introduction to the field of behavioral 
accounting.
Dr. Kathryn M. Iliff, CPA 
Northern Illinois University
“OUR AILING MEDICAL SYSTEM” FOR­
TUNE, Volume LXXXI, No. 1, January 
1970.
FORTUNE has devoted a large portion of 
January’s publication to this report. The cost of 
health care in the United States amounted to 
$63 billion in 1969 and is rising rapidly. In­
creased use of services explains part of this 
advance but rising prices are the biggest single 
contributing factor.
This report is broken into four phases cover­
ing prepaid health care, utilization of existing 
physicians, life-extending equipment and ser­
vices of the medical industrial complex, and 
hospitals which represent the distribution cen­
ter of services and care. Or as we might say in 
industry—contracts for services, labor loading, 
capital expenditures, and distribution of the 
end product.
Opinions are stated quite strongly regarding 
the cost pass-through approach of contracts 
for services, the uneconomic distribution of 
the skills of physicians, poor planning related 
to capital costs and lack of management, as 
well as poor distribution of the product. 
Whether you agree with all of these opinions 
or not there is much that is thought provoking 
contained in these articles regarding the social, 
economic, and political implications now in­
herent in this problem of health care in the 
United States.
Mrs. Kalita Tunder, CPA
California State College at Long Beach
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Over 10,500 successful CPA candidates 
have been coached by 
International Accountants Society, Inc.
Donald R. Morrison, CPA,
President of IAS, says:
“If you don’t pass your CPA examination after 
our CPA Coaching Course, we’ll coach you 
without additional cost until you do!”
Any CPA will tell you it takes more than accounting 
  knowledge and experience to pass the CPA examination. 
You must know the quick, correct way to apply your knowl­
edge, under examination room conditions.
How you budget your exam time, for example —how you 
approach each problem or question — how you decide, 
quickly, the exact requirements for the solution — construct 
an acceptable presentation — extract relevant data — and use 
accounting terms acceptable to the examiners.
That’s where the International Accountants Society can 
help you. As of June 1, 1969, 10,559 former IAS students 
who had obtained all or a part of their accounting training 
through IAS had passed CPA examinations. Our CPA Coach­
ing Course is proven so effective we can make this agree­
ment with you:
“If any IAS CPA COACHING COURSE enrollee 
fails to pass the CPA examination in any state 
after meeting all the legal requirements of the 
state as to residence, experience, preliminary edu­
cation, etc., IAS will CONTINUE COACHING 
WITHOUT ADDITIONAL COST until the en­
rollee is successful.”
The IAS CPA Coaching Course is designed for busy ac­
countants. You train at home in your spare time, at your own 
pace. Most important, every lesson is examined and graded 
by one of our faculty of CPA’s, who knows exactly the prob­
lems you’ll face in your CPA examination.
If you need refresher training in certain areas, IAS will 
supply, at no extra cost, up to 30 additional elective assign­
ments, complete with model answers, for brush up study.
Approved under the GI Bill
The IAS CPA Coaching Course as well as the full IAS 
accounting curriculum is approved under the GI Bill. You 
start any time you please—there are no classes, no fixed en­
rollment periods. So, you can make maximum use of the 
time available, starting as soon as you enroll and continuing 
right up to the examination dates.
Send today for free report
To get the complete story on how you (or some member 
of your staff) can benefit from the proven IAS CPA Coach­
ing Course, just fill out and mail the coupon below. No 
obligation.
 International Accountants Society, Inc.
  A Home Study School Since 1903  
  Dept. 4F1-051, W. Jackson Blvd. 
  Chicago, Illinois 60606  
 Att: Director of CPA Coaching
Please send me your new report on the IAS CPA Coaching 








 Approved under the GI Bill.
□ Check here if entitled to GI Bill benefits.
Accredited Member, National Home Study Council.
